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Company Profile
The Compaony, IES Industries, was
created in July, 1991, by the merger of
IE Industries Inc. and lowa Southern Inc.
IES Industries is known for its clear
successes in diversified investments. Its
principal subsidiary, 1IES Utilities, is
recognized for its economic develop-
ment initiatives and customer focus.
The Company is dedicated to providing
long-term valve for IES Industries
shareholders.
Financial Highlights of IES Industries
1993 1992
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4 Operating revenue (000's) . ... S $ 801,266 $ 678296 $ 122970 18
i.{ Operating income (000's) ...  $ 151,269 $ 109024 § 42245 39
: ;i’:‘ i Netincome (000'S) .........coocriviiiiniiininnns . $ 67938 § 48711 § 19227 39
: Earnings per average common share ... $ 245 § 192 § 053 28
Dividends declared per common share ... $ 210 § 210 § -~ -
| Construction expenditures (000's) ... § 163,684 § 191834 § (28,190 (15}
. Cash flows from operoting activities (000's) ... § 177,260 § 124631 § 52629 42
* Sales of electricity to customers (Kwh) (000's) . 8,905,522 7,132,671 1772851 25
| Utility gas sales (dekatherms) (000's) ...... ... 39,006 37,035 1,971 5
Number of common shoreholders . ... . . 33,952 34,838 886) (3) |
| Number of fulltime employees ... ... ... 2,792 2,702 90 3
3
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s ransformation
| Innovation Speed.
Productivity. Passion
; ¢ to excel These words
express the new parodigm for
this age of infense competition,
whereby chonges ore not only
inevitable but also necessary to
guarantee cur continuous suc-
cess as a winning enterprise

Indeed, we ?'ove experi-
enced success in 1993. We
have met virtually oll the finan-
ciol goals ond integrated the
three utility entities into one co-
hesive business unit. The tosks
and challenges were often diffi
cult and complex. However, we
hove made good progress in
productivity, reduced expendi-
tures and, ot the same time,
maintained one of the best
safety records in our industry.
We are groteful to every one in
our work force for his or her ef-
fort and contributions.

Financial Results
IES Industries posted earn-
ings of $2.45 per share in 1993,
significantly improved from
$1.92 per share in the previous
year. Operating income rose

from $109 million in 1992 to
$151 million in 1993. Net in-
come increased to $68 million
in 1993 compared with $49
million in 1992 Although the re-
turn of normal weather condi-
tions in lowa was helptul to our
financiol performance, the in
crease in earnings was also the
result of improvements in pro-
ductivity and higher demand for
our products and services. In
addition, we have successtully
captured the expected merger-
related benefits, realizing an-
nual savings estimated ot $15
million, and contributing op-
proximately 30 ceits in earn-
ings per share. Perhaps, the best
overall indication of our perfor-
mance is the 13% fotal return to
our shareholders [on the basis
of annual dividends plus
changes in market value), com-
paring favorably with other utili-
ties in general The issuonce of
2.3 million shores of common
stock in February 1993 hod no
odverse effect on our returns.

Forging Success in
the Core Business
The core business continves
to be the key to our success. The
most significant event of the
year in the core utility business
occurred on December 31,
1993 when our principal utility
subsidiaries, lowa Electric Light
and Power Co. and lowa South-
ern Utilities Co. merged to be-
come ES Utilities Inc. This
merger was accomplished with
broad regulatory support.
The acquisition of the former
Union Electric service ferritory in

southeast lowa had o very posi-
tive impact on our ufility business.
This area, which borders the
Mississippi River and the states
of Missouri and lllinois, is a major
industrial center in the Midwes!.
| believe that prospective indus-
trial growth in this strategic loco-
tion will further enhance our
future sales and profitability.

In the industrial sector as a
whole there was significant
growth in electric sales, with
over B percent increase for the
large industrial customers. it
was both our competitive pric-
ing and the close working relo-
tionship with our customers that
made us o winner at the market
place. The presence of new
enterprises such as PMX,
Ajinomoto, Genencor and, now,
Weyerhaeuser-offiliated Cedar
River Paper Company in our ser-
vice area will greatly enhance
the economy in lowa and, at the
same time, contribute fo our own
future growth and sales.

In 1993 we completed o
three-year natural gas expon-
sion project, adding fifty-two
new communities to the
gas delivery system. The project
included 3.8 million feet, or
732 miles of distribution lines,
9,000 new service connects,
and a 7 percent increuse in
notural gas sales.

For two consecutive years we
have successfully managed to
control expenses in operations
at below-budget levels, and we
were able olso to reduce capi-
tal expenditures through corezl
planning and resource clloco-
tion. Moreover, in both fossil
and nuclear generation, we in-
creased operating efficiency
and reduced fuel ond produc-
tion costs.

Diversified
in the

Qur diversified results in
1993 were satistactory. The re-
turn on equity for the IES Energy
business unit was approximate
20%. Whiting Petroleum and
Industrial Energy Applications




Vision Re-visited







Generating Growth
the Longterm Pattern
for Success

Success in the Heartlond

The “gwer of a Leader




BB i Unlities

Service Territory

vice territory. These efforts are vis-
ible in communities of every size
and in every region of the state
Utilities is, in forging success
in the heartland

Strong Relationships
in the Regulatory
Environment

In the past two years, Indus-
tnies has undertaken two inifiatives
which required several regulatory
approvals: the acquisition of
Union Electric’s lowa electric ser-
vice territory and the merger of
the utility businesses. Both of these
prc:fosals moved very smoothly
and quickly through the regulo-
tory reviews and authorizations.
There were no intervenors or
government agencies opposing
either proposal.

Currently, Utiliies has no pric
ing issues pending with the lowo
Utilities Board We expect, how-
ever, to move toward pricing con-
solidati_ 2 for the three current
electric pricing districts o the ear-
liest opportunity. Customer, local
community onJ employee uncer-
tainties about price expectations
su?ges! that we move toward con-
solidation sooner than we had
onginolly plonned

While Utilites’ electric sales
have increased, average rev-
enves per kilowatt hour have
follen each year since 1990
This demonstrates that Utilities
continues to improve its compet-
five position versus alternotives
available to customers. For the
longer term, the economic ben
efits from recent mergers and
acquisitions will position Utilities
as a strong competitor in the
whenging utilities market for the
bene?i? of customers, local com-
munities and our shareholders

Diversified for
Greater

The strategic decision to diver-
sify into areas of strength for
the company has proven year aof
ter year to have been o sound
philosophy.

Financial results of IES Energy,
including Whiting Petroleum
ond Industrial Energy Applica-
fions, were strong in 1993. These
businesses are clearly integral
core businesses of Industries.

Although summer flooding af
fected the businesses in the
transportation sector, IES Trans
portation performed well for the
year. For the future, IES Transpor-
tation is positioning itself to benefit
from the intermodal and techno-
logical change opportunities
available in that industry

These diversified businesses
provide vital services for many
customers and communities
that are also supplied by
Utilities. These services often
complement the growth of
Utiliies' industrial sales

for Success

Throughout the organization
the company focused on produc-
tivity in 1993. Every department
was charged with making produc-
tivity improvements, working
smaorter and finding the best ways
to accomplish tasks, while also
eliminating activities that are not
part of our strategic plan.

Fossil plant productivity in-
creased as units were either oper-
ated at higher capacity factors or
investments were made to im-
prove the efficiency of boiler and
turbine-generator systems.

Field Operations employees
devoted considerable effort to
“work out” sessions focused on
identifying changes that would
make them more productive. The
goal is o take unnecessary work
out of their jobs while focusing on
teamwork in problem solving.

A task force colled PREPARE
[Paperwork Reduction, Efficiency,
Productivity and Resources En-
hancement) worked with em-
ployee input to identify options fo
reduce paperwork, simplify pro-
cessing and improve overall ad
ministrative efficiencies.

For Success in
Vs Hoortiand

From environmental treeplant
ing efforts like the Branching
Out program sponsored by Utilk
ties, to the Good Citizen political
process program which encour-
ages employees to take octive
roles in their communities, to ac-
tive charitoble and volunteer ef
forts, Industries continues its
exemplary corporate citizenship.

IES lnc{ustries will confinue to
ploy an everincreasing role in
stimulating economic growth in
lowa. A vigorous dedication to
providing focused customer ser-
vice, expanded community in-
volvement and sustained
economic vitality will continue to
maoke the company a driving force
in the growth of the heartland.

By tusing insight, resources,
ambition and ability, industries
will help forge a brighter future for
its customers, employees and
shareholders







GAS REVENUES

1993

$14.9

ELECTRIC REVENUES (G.1)
' $14.8

RESULTS OF
OPERATIONS

OTHER REVENUES




and, in 1993, on increase in Utilities'
sleam revenues

OPERATING EXPENSES

Fuel for production increcsed $14 3
million in 1993 becouse of increased
availability of Utilines fossilfueled gen-
eroting stafions, which experienced ex
hﬂd:g maintenonce outages in 1992,
and because of increased sales Fuel
tor production decreased $17 8 million
during 1992 primarily because of o nuclear
relueling outage ot the Duane Armold
Energy Center (DAEC), mointenance out
oges ot Utilities' fossilueled generating
stafions and the lower electric sales
There were refueling outages in 1993
and 1992, but no such outage in 1991,
The decrease in Kwh generation during
the refueling and maintenance
outages was substantially replaced by
purchosed power.

Purchased power increased $18. 7
million in 1993, of which approximately
$14.7 million represents increased en-
ergy purchases and approximately
$4.0 million is a net increase in copac-
ity charges. The increase in energy pur
closes is becouse of the -nmeosec! Kwh
sales. The increased capacity costs re
flect the contracts associated with the
acquisition of the UE service territory,
partially offset by the expiration, in April

1993, of the purchose power agree
ment with the City of Muscatine. (See
Note 12{b) of the Notes to Consoli-
dated Financial Statements. ) Purchased

wer increased $4 5 million in 1992

cause of increased purchases during
the refueling and maintenance outages,

rtially oftset by lower purchases re-
d to lower oft-system sales.

Gas purchased for resole increased
$7.6 million and $17.1 million during
1993 and 1992, respectively The 1993
increase is primarily becouse of increased
per unit gas costs ot Utiliies and the
increased soles Approximately $ 12 miflion
of the 1992 increase is related to in-
creased gas activities ot IEA; increased
per unit gas costs ot Utilities also con-
tributed to the increose.

Other operating expenses increased
$20.3 million in 1993, of which ap-
proximately $9 million relates to the
acquisition of the resort properties in
March 1993 The remaining 1993 in
crease is primarily because of increased
labor and benebit costs ot Utilities and
increased operating activities af several
of Diversified's subsidianies, including
IEA ond Whiting. Other operating ex:
penses increused $0 7 million during

1992 The 1992 increase included $5 6
million reloted to Whiting. Other thon
Whiting, expenses decreased $4.9 mil

lion, substantiolly reloted 1o o regulo-

tory disallowance of $3.9 million re-
corded by Utilities in April 1991, ofter
the lowa UWiilities Board (IUB) denied
recovery of previously deferred former
manutoctured gos plont (FMGP) clean
up costs. Lower nondabor costs ot the
DAEC ond lower Nucleor Regulatory
Commission fees, partiolly offset by in-
creased lobor and benefit costs ot Utili
ties, olso altecled 1992

Maintenonce expenses increased
$7.5 milion and $0.2 million during
1993 ond 1992, respectively. The 1993
increase is primarily because of increased
maintenance at Utilities' fossiltueled
generating stations and the DAEC. The
1992 increase is attributoble to increased
maintenance ot fossilfueled generating
stations, substantiolly otfset by lower
mointenance costs of the DAEC

Depreciation and amartization in-
creased during both years primarily
because of increases in utility plant in
service, including the acquisifion of the
UE territory on December 31,1992 An
increase in the average gos utility pro-
perty depreciation rate, resulting from
an updated depreciation study, also
contributed 1o the 1993 increase. The
eftect of the Whiting merger also con-
tributed to the 1992 increase. Depre-
ciotion and omortization expenses for
both years include $5.5 million for the
DAEC decommissioning provision, which
is collected through rotes.

Taxes other than income taxes in-
creased $4.8 million and $1.1 million
during 1993 ond 1992, respectively,
primarily because of increased prop-
erty toxes. The 1993 increase is re-
lated, in part, 1o the acquisition of the
UE service tertitory.

INTEREST EXPENSE
AND OTHER

Interest expense decreased in 1993
becouse of o lower average interest
rate for the year, partiolly oHset by an
increase in the average amount of debt
outstanding The lower average inter-
est rate reﬁeds the refinancing of cer-
tain longterm debt issves ot lower rates
and lower cost shortterm borrowings
outstanding for interim periods between
the redemption of certain longterm
debt series and the issuance of their
longterm replacements. Interest expense
increased during 1992 primarily because
ot an increase in the average amount

1

of debt outstanding and interest ex-
pense related to Utilifies’ reserves for
rate refunds,

Miscelloneous, net reflects expense
of $2.9 million in 1993 ond income of
$7.5 million and $3.7 million in 1992
and 1991, respectively. The change for
1993 includes certain property write-
downs recorded in 1993 at Diversified,
o contribution o the IES Industries Charitable
Foundation recorded in 1993, o loss
recorded in 1993 on the defeasance of
Industnies’ debertures and o reduction
in interest income. These items were
partially offset by gains on sales of
assets at Whifing and IEA aggregoting
$2.6 million. The chonge in 1992 is
primarily because of $6.2 million of

expenses recorded in 1991, partially
oftset by reduced interest income

Federal and stote income taxes in-
creased $13.2 million and $2.1 million
in 1993 and 1992, respectively. The
increnses result from increases in tax-
able income and, in 1993, an increase
ot 1% in the Federal statutory income
tax rate. Adjustments of $1 5 million,
recorded in the second quarter of 1992,
to previously recorded tax reserves also
aftected the comparability of both years
with prior periods.

LIQUIDITY AND
CAPITAL RESOURCES

The Company's capital requirements
are primorily attributable to Utilities’
construction progroms, its debt maturities
and sinking fund requirements and
industries' diversification activities In
1993, cash flows from operating activi
ties were $ 177 million. These funds were
primerily used for construction and ac-
quisition expenditures and in support
of financing octivities.

The Company anticipates thot future
copital rcguiremms will be met by cash
generated from operations and exter-
nal finoncing The level of cosh gener-
oted frum operations is parfially de-
rendem upon economic conditions,
egislative activities, environmental mat
ters and timely rate relief for Utilities.
[See Notes 3 and 12 of the Notes to
Consolidoted Finoncial Stotements.)
Access to the long4erm and shortterm
capital and credit markets is necessory
for obtaining funds externally.

Utilites’ liquidity ond capital resources
will be offected by environmentol
and legislative issues, including the ulti-
mate disposition of remediation issues
surrounding the FMGP issue, the Cleon
Air Act o5 emended, the National




LONG-TERM FINANCING

Issue

CONSTRUCTION AND
ACQUISITION PROGRAM
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SHORT-TERM FINANCING

1993

1992

]

EFFECTS OF INFLATION

Selected Consolidated Quarterly
Financial Data (unaudited)

5213077 $170,470 $212,052 $205,667
34,514 27,455 57,767 31,533
13,935 11,740 27,957 14,306

0.53 0.42 0.99 0.51
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(ONSOUIDATED STATEMENTS OF INCuML

Yeor Ended December 31
1993 1992 1991
{in thousunds, excep! per share amoyns)

Operating revenues:
Electric $ 550,521 $ 462 999 $ 482 578
Gas 181,923 167,082 146,237
Other 68,822 48215 32723
801,266 678,096 661,538

Operating expenses:
Fuel for production 87,702 73,368 91,182
Purchased power 93,449 74794 70,245
Gas purchased for resale 135,830 128,259 111,206
Other operahng expenses 162,642 142,348 141,626
Maintenonce 48,913 41,415 41,265
Depreciation and amartizotion 77,012 69,392 64,088
Taxes other than income taxes 44,449 39,696 38,569
649,997 569,272 558,181
Operating income 151,269 109,024 103,357

Interest expense and other:

Interest expense 44,440 45,426 40,599
Allowance for tunds used during construction (1972) (3,177) (2,086
Preferred and preference dividend requirements of subsidiary 914 1,729 2,170
Miscellaneous, net - 2,908 (7,495) __{3,700)
46290 6an 3608
income before income taxes 04979 i 6o
Federal and state income taxes 37,041 23830 21,717
Net income i . $ 67,938 § 48711 $ 44,657
Average number of common shares outstanding 27,764 25,389 24,156
Earnings per average common share $ 245 § 192 $ 185

The accomponying Notes to Consolidated Financial Statements are ar imfegral part of these strements

(ONSOUIDATED STATEMENTS OF RLTAINED LARNINGS

Year Ended December 31

1993 1992 1991
{in thousands)

Balance at beginning of year $ 202,919 $ 202,882 $ 207,339
Net income 67,938 48711 44,657
Acquisition of Whiting Petroleum Corporation — 5,233 -

Deduct:

Cash dividends declored on common stock, ot per
share rates of $2. 10, $2 10 and $2 03, respectively 59,107 53.350 49114
Preferred stock redemption premiums of subsidiary - _ 557 —_

Balance at end of year

($18,209,000 restricted as to payment
of cash dividends) $211,750 $ 202919 $ 202,882

The accompanying MNetes to Corsolidaied finoncial Siatements are on infegral part of these statements
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(ONSOLIDATED STATCMENTS OF CASH FLOWS

Year Ended December 31

1993 1997 1991
h ng
Cash flows from operating activities:
T $ 67938  $ 48711 § 44657
Ad!ustments to reconcile net income to net cash flows
rom opt rating activities -
srRciohon and amortizotion 77,0]2 f)r‘! 3"'}’:’ 64 088
pal payments under capital lease obligotions 11,429 11,725 15,471
i) daxes and investment tax credits 9,254 (1,374) (14,547)
zation of delerred charges 860 961 7,778
@t -~‘r g outage provision (4,“’) [5503) 11,553
lowance for equity funds used during constructior (824) (1,831) (820
nl loss on disposifion of assets, net (3,001) 143 164
gt 8,176 (4,258) (3,487)
Other (hanges i1 assets ond liabilities -
F wnty receivable (8,“‘, (4 OOO’ t5920)
e f ] Wy accounts receve }ble '0,‘90 7,7‘0 (SOOO’
duction fuel, materials ond supplies 5,836 83 [962)
wunts paycble 7,984 {3,894 3,697
~rued] faxes 7,549 7,111 (24,922)
vision Yor rote refunds (350) 7,528 (197]
Adjustment clause balances 6,366 {4,122) 184
Prepayments and ather (9,649 (4,654) (2,676)
wberred energy efficiency costs (9,747) (6,877) (1,905)
ih 1,687 7780 4019
et cash Hows from operating activities 177,260 124,631 Q!_]Zﬁ_
Cash ﬂows from ﬁnoncmg activities:
leclared on common stock (59,107) (53,350) (49.114)
f oo ul e 1,727 13,679 113
Is hom ssuance of common stock 79,746 10,726 8,052
inge in 1ES Diversitied Inc. credit facility 25,000 7,000 -
eads From ssuance of other longterm debt 121,734 107,400 95.505
requirements and reductions in
lebt ond preferred and preference stock (126,803) (70,158) (33,460)
ge in shorterm borrowings (68,000) 51,100 2, 100)
yments under capital lease obligations (11,276) (12,337) (14,738)
46 ___[248] (92)
et cash Hows from financing activities (36,933) 53,812 (2,834
Cash ﬂows from investing activities:
an and aoquistion expenditures
fility (113,212) (171,013) (105,009)
the (50,432) (20,821) (14,812)
B0 GeCommissioning trust tunds (51532’ 1‘553?) (5505)
n uncansolidated affiliotes (5,373) [686) —
from disposifion of assets 28,790 1,106 299
Wi 5,556 1,878 [(2,617)
: sh " WS "ﬁ"‘ In vu,'mq ochvihies ("o ”3) [ Qs 068) (]27 644)
Net increase {docroose) in cash and hmporury
cash investments 124 (16,625) (32,303)
Cash ond temporaiy cash investments ot beginning of year 7,241 23,966 63,269
Cash and temporary cash investments ot end of yeor $§ 7,465 § 7341 $ 23966
Supplemenml cash ﬂow‘miom\ahon
paid during the year for
) $ 45,153 $ 42480 $ 41,284
i 1oxes s 22,‘79 5’ 23539 $ 557?()
4 ash investing and finang ing activities
pital lease abhgations incurred S 14,605 $ 1,973 $ 11874

npeinying Notes to Consolidated Financm! Stiatements are on integral port

of these stolerments




(1) SUMMARY
OF SIGNIFICANT
ACCOUNTING POLICIES:

(a) Basis of Consolidation -

The Consolidated Financial Stote-
ments include the accounts of 1ES In-
dustries Inc. {Industries) and its
censolidated subsidiaries {collec
tively the Company) All significant
subsidiaries for which Industries owns
directly or indirectly more than 50%
of the voting stock are included os
consolidated subsidiaries, Industries’
wholly-owned subsidiaries are IES
Utilities Inc. (Utilities) and 1ES Divers:
fied inc. (Diversified). Utilities was
formed os the result of the merger of
Industries’ former wholly-owned sub-
sidiaries lowa Electric light and
Power Company (IE) and lowa
Southern Utilities Company (15), ef
tective December 31, 1993, as dis
cussed in Note 2la).

Investments for which the Com
pany has ot least o 20% interest are
generally accounted for under the
squity method of accounting, These
investments are stated at acquisition
cost, increased or decreased for the
Company's equity in undistributed
net income or loss, which is included
in “Interest expense and other - Mis-
cellaneous, net” in the Consolidated
“4atements of Income

All signiticant intercompany bal
ances and tronsactions have been
eliminated from the Consolidoted
Financial Statements, other than

S
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energy re-
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lated transactions
offecting Utilities. Such

tronsactions are made at prices
which approximate market value
ond the associated costs are recover-
oble from Utilities’ customers through
the rate making process.
Certain prior period amounts have
been reclossified on o basis consis
tent with the 1993 presentatfion

(b) Regulation -

Industries is currently exempt from
regulation under the Public Utility
Holding Company Act of 1935. Utili
ties is subject to regulation by the
lowa Utilities Board (IUB) and the
Federal Energy Regulatory Commis-
sion (FERC).

(¢c) Regulatory Assets -

Utilities is subject to the provisions
of Statement of Financiol Accounting
Standards No. 71 “Accounting for
the Eftfects of Certain Types of Regu-
lation” (SFAS 71). The regulatory
assets represent probable future rev-
enue to Utilities asscciated with cer-
tain incurred costs as these costs are
recovered through the rate making
process. At December 31, 1993,
regulotory assets were comprised of
the following items, and were re-
fiected in the Consolidated Balonce
Sheets as follows:

Regulatary
Assets
{in millions)
Deferred income
taxes (No'a | —— $ 886
Energy efficiency
PrOgrams . ... 18.5
E pensuon and
it costs (Note 7) ... 141
Environmental liabilities
(Note 12(f) ... S 129
National Ener Pohcy
Act of 1992 12h) .. 125

FERC Order No. 636
transition costs {Note12(i)) . 50

Cancelled plant costs ... . 33
Regulotory siudy costs ... 1.5

156.4
less current amounts . b4
................................ $150.0

Refer fo the individual footnotes ref
erenced above for a discussion of the
specific items reflected in regulatory
assets. The amounts ref for en-
ergy efficiency programs ore a result
ot an IUB mandate whereby 2% of
electric and 1.5% of gas gross retail
operating revenves are fo be ex-
pended onnually for energy efficiency
programs. Under this mandate, Utilities
will make its initial filing for recovery of
the costs in 1994,

(d) Income Taxes -

The Company follows the liability
method of accounting for deferred
income taxes, which requires the es-
tablishment of deferred tox liabilities
and assels, as oppropriate, for all
temporary ditferences between the
tax basis of assets and liabilities and
the amounts reported in the financial
statements. Deferred taxes are re-
corded using currently enacted fox
rates.

Except as noted below, income tax
expense includes provisions for de-
ferred taxes 1o reflect the tox effects
of temporary diferences between
the time when certain costs are re-
corded in the accounts and when
they are deducted for tax return
purposes. As temporary differences
reverse, the related occumuloted
deferred income taxes are reversed
to income. investment tax credits for
Utilities have been deferred ond
are subsequently credited to income
over the average lives of the related
property.

Consistent with rate making prac-
tices for Utilities, deferred tax
expense is not recorded for certain
temporary dilferences (primarily
related 1o utility property, plant and
equipment). Accordingly, Utilities
has recorded deferred tax liabilities
and regulatory assets, os discussed
in Note 1{c).

(e) Temporary Cash
Investments -

Temporory cash investments are
stated at cost which approximates
market value and are considered
cash equivalents for the Consoli

dated Stotements of Cash Flows.
These investments consist of short-



i

term liquid investments which have
maturities of less thon 90 doys from
the date of acquisition

{f) Depreciation of Utility
Property, Plont and

The average rotes of depreciation
for eleciric and gas properties of
Utilifies, including Unilities’ nucleor
generating station, the Duane Arnold
Energy Center [DAEC), which is be-
ing deprecioted over a 36 year life
using a remaining life method, were
as follows

o 1993 1992 199
Electric ... 3.5% 35% 35%
Gas ... 3.5% 30% 30%

Based on the most recent site spe-
citic study, completed in 1992, Utili-
ties' 70% share of the estimated cost
to decommission the DAEC ond re-
turn the underlying property to its
original state approximated $223
million in 1992 dollars. The study s
based on the prompt removal and
dismantling decommissioning alter
native and is assumed to begin at the
end of the DAEC's operating license
in 2014. The level of annual recovery
through rates of decommissioning
costs 1s $5.5 million, which is depos-
ited in external trust funds, and is
based on o remaining lite recovery
method. The annual recovery level is
reviewed and, if necessary, adjusted
in each rate case. Decommissioning
costs, at the leve! collected through
rates, are included in “Depreciotion
and omortization” expense in the
Consolidated Statements of Income
In addition to the $28.1 million in
vested in the external trust funds as
indicoted in the Consolidated Bal
ance Sheets, Utilities has an internal
decommissioning reserve of $21.7
million recorded as accumulated de-

reciafion. Earnings on the external
ands are recognized as income and
o corresponding amount of interest
expense is recorded for the reinvest-
ment of the earnings

(g) Allowance for Funds Used
Construction -

The allowance for funds used dur-

ing construction (AFC], which repre

M ———————

sents the cost during the construction
period of funds used for construction
purposes, is capitalized by Utilities as
o component of the cost of utility
plant. The amount of AFC applicable
to debt funds and to other (equity)
funds, a non-cash item, is computed
in accordance with the prescribed
FERC formula. The oggre?ute gross
rates used by Utilities tor 1993-
1991 were 5.7%, 9.2% ond 8.5%,
respectively.

(h) Oil and Gas Properties -

Whiting Petroleum Company
(Whiting), a wholly-owned subsid-
iary of Diversitied, uses the full cost
method of accounting for its oil and
gas properties. Accordingly, all costs
ol acquisition, exploration and devel:
opment of properties ore capitalized
Amaortizotion of proved oil ond gas
properties is colculoted using the
units of production method. At De-
cember 31, 1993, capitalized costs
less reloted accumulated omortizo-
ticn do not exceed the sum of (1) the
present value of future net revenuve
from estimated production of proved
oil and gos reserves (colculated us
ing current prices); plus (2) the cost
of properties not being amartized, if
any; plus (3) the lower of cost or
estimaied fair volue of unproved
properties included in the costs be-
ing amortized, if any; less (4)
income tax effects related 1o differ-
ences in the book and tox basis of oil
and gas properties.

(i) Dperating Revenuves -

The Company accrues revenues
tor services rendered but unbilled ot
month-end in order to more properly
match revenues with expenses.

(i) Adjustment Clauses -
Utilities tariffs providu t - subse-
quent odjustments to its elec* - and
natural gos rates for changes in the
cost of fuel and purchased energy
and in the cost of notural gos pur-
chased for resale. Changes in the
under/over collection of these costs
are reflected in “Fuel for production”
and “Gaos purchosed for resale” in
the Consolidated Statements of In-
come. The cumulative effects are re-
tHected in the Consolidated Balance
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Sheets as a current asset or current
liobility, pending outomatic reflection
in future billings to customers

(k) Accumulated Refueling
Outoge Provision -

The IUB allows Utilities to collect,
os part of its base revenues, funds to
offset other operating and mainte-
nance expenditures incurred during
refueling outages at the DAEC. As
these revenuves are collected, an
equivalent omount is charged to
other operating and maintenance ex-
penses with ¢ corresponding credit
to a reserve. During o refueling out-
age, the teserve is reversed to offset
the refueling outage expenditures

(2) MERGERS AND
ACQUISITIONS:

(a) Merger of IE and IS -

On June 4, 1993, Industries an-
nounced that its wholly-owned utility
subsidiaries, iE and 19, filed applica-
tions tor regulotory authority to
merge The merger became effective
December 31, 1993, following re-
ceipt of all necessory Boards of
Directors, shareholder and regulo-
tary approvals.

IE is the surviving corporation and
has been renamed IES Utilities
Inc. The separate existence of IS has
ceosed. Utilities serves a total
of 325,000 electric and 170,000
natuial gas refail customers as well
as 32 resale customers in more
than 550 lowa communities.

The merger wos occounted for un-
der o method of accounting similar to
pooling of interests, which combined
the ownership interests of IE and IS.
The assets and liabilities of IE and IS
were combined at their recorded
omounts as of the merger date.

(b) Merger with Whiting -

Effective February 18, 1992, Whit
ing merged with o subsidiory of
Industries. The merger, which wos ac-
counted for as o pooling of interests,
was not material to the Consolidated
Financial Statements and, accordingly,
prior pericd Consolidated Financial
Statements hove not been restated ond
are presented o if the merger had oc-
curred on Jonuary 1, 1992.



(¢] Acquisition of lowa

Service Territory of

Union Electric Company -

EHective December 31, 1992, IE
ocquired the lowa distribution system
and a portion of the lowa transmis
sion facilities of Union Electric Com
pany (UE) for $65.0 million in cash.
The acquisition was accounted for as
a purchase. The net book value of the
acquired assets wos approximately
$34 4 million and the amount of the
purchase price in excess of the book
value ($30.6 million) has been re
corded as on acquisiion adjustment
The ocquisition adjustment is being
amortized over the life of the prop
erty and is included in “Interast ex-
pense and other - Miscelloneous, net”
in the Consolidated Statements of In-
come. Recovery of the acquisiion ad
justment through rates will be
addressed in future Utilities” rate pro
ceedings See Note 12{b) for a dis
cussion of the purchase power
contracts between Utilities ond UE
associated with this acquisition

(3) RATE MATTERS:
(a) Gas Rate Cases -

Former IE Service Territory
In July 1992, IE opplied to the
IUB for an increase in gos rates of
$6 3 million annuvally, or 5.9%. Ettec
five September 30, 1992, the IUB
authorized an interim increase of
$5.4 million, subject to retund. On
April 30, 1993, the IUB issved its “Fi
nal Decision and Order,” which ap-
proved stipulations between IE and
certain intervenors providing for on
annuol increase in revenues of $55
million. IE did not have any refund
liability os o result of the Order

Former IS Service T,

In July 1992, 1S applied to the IUB
for an increase in gos rates of $2.3
millon annually, or 6.2% Fitective
September 30,1992, the 1UB autho
rized nn interim increase of $19
million, subject to retund In February
1993, the IUB approved stipulations
between 1S and certain intervenors
in the proceeding that provided for
an annual increase in revenves of
$1.6 million. At o result of the Order,

IS refunded approximately $0.2 mil-
lion, including interest, in the secand
quarter of 1993

(b) 1991 Electric Rate Case -

In October 1991, IE applied to the
IUB for an increase in interim ond
final retail electric rates of $18.9 mil-
lion annually, or 6.0%. The IUB ap-
proved an interim rate increase of
$15.6 million, annually, which be-
came effective in December 1991,
subject 1o refund

In July 1992, the IUB issued iis
“Final Decision and Order” approv-
ing an annuol electric rate increase
of $7.9 million. The application of
double leverage ratemaking theory
to IE's capital structure accounted for
approximately $4 million of the dif
ferance between the interim rate level
ond the amount allowed in the Or
der. Abter a limited rehearing of the
double leverage issue, the IUB issued
its “Order On Rehearing” in Decem-
ber 1992, which offirmed the origi-
nal decision

IE appealed the |UB's Order to
the lowe District Court {(Court). In
December 1993, the Court issved its
decision, which upholds the IUB's
Order. Utilities did not appeal
the Court's decision to the lowa Su-
preme Court

In the second quorter of 1993, IE
refunded approximately $4.1 mil
lion, including interest, which repre-
sented a refund down to the level of
revenuves that would hove resulted
had it won the appeal An additional
refund, including interest, of $8.7 mil
lion is required at December 31,
1993, as a result of the Court's deci-
sion. The refund is expected to be
completed in the second quarter of
1994 There will be no etfect on elec-
tric revenues, ne! income and earn
ings per overage common shore
when the odditional refund is made
becouse Utilities has been reserving
for the effect of the additional refund.

(4) LEASES:

Utilities has o capital lease cover-
ing its 70% undivided interest in
nuclear fuel purchased for the DAEC
Future purchases of fuel may olso be
added to the fuel leuse This lease
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provides for annual one yeor exten:
sions and Utilities intends fo exercise
such extensions through the DAEC's
operating life. Interest costs under the
lease are based on commercial po-
per costs incurred by the lessor.
Utilities is responsible for the payment
of taxes, maintenance, operating
cos!, risk of loss and insurance relat-
ing to the leused fuel,

The lessor has on $80 million
credit ogreement with a bank sup-
porting the nuclear fuel lease The
agreement confinues on o year fo
year basis, unless either party
provides at least a three year notice
of termination; no such notice of ter
mination has been provided by ei
ther party

Annugl nuclear fuel lease ex-
penses include the cos! of fuel, based
on the quantity of heat produced for
the generation of electric energy, plus
the lessor's interest costs related to
fuel in the reactor and administrative
expenses. These expenses (included
in “Fuel for production” in the
Consolidated Statements of Income)
for 19931991 were $12.4 million,
$12.9 million and $17.5 million,
respectively.

The Company's operating lease
rental expenses for 1993-199] were
$9.1 million, $7.7 million and $7.4
million, respectively.

The Company's future minimum
lease payments by year ore os
fellows:

Capital Operating

Year lease Leases
{in thousands)

1994 ... $16994 $ 7 901

1995 ... 11,970 7,771

1996 ... 10784 6,191

1997 ... 9940 4,348

19093003 4111 13013

19992003 .. 11 '
57 944 3,.57.%

less: Amount

representi

interest ng 6,263

Present value

of net minimum

capital lease

poyment.... $51,681
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(ONSOUIDATED STATCMENTS OF CAPITALIZATION

Decomber 31

1993

1992

Common equity:

Common stock - no par value - authorized 48 000,000 shares;

{in thousands)

T e -

i L ™

outstanding 78,304 188 and 25,556,963 shares, respectively $ 360,301 & 279810
Retoined eornings 211,750 202919
572,051 482,729
Cumulative preferred stock of IES Utilities Inc. - 18,320 18,320
Long-term debt:
IES industries Inc
Series 1986 debentures, B-1 /8%, retired in 1993 - 45,000
IES Unlities Inc
Collateral Trust Bonds
&% series, dUﬂ 20()8 50,” S——
7% series, due 2023 50,000 —
5.5% series, due 2023 19,400 -
119,400 —
First Mortgage Bonds
Sernes |, &1 /4%, due 1996 15,000 15,000
Seres K, B5/8%, retired in 1993 — 20,000
Series |, 7-7/8%, due 2000 15,000 15,060
Series M, 7 5/8%, due 2002 30,000 30,000
Series P & Q, 6 70%, retired in 1993 - 9,200
Series R, B-1/4%, retired in 1993 — 25,000
Senes W, 9.3/4%, due 1995 50,000 50,000
Series X, 2.42%, due 1995 50,000 50,000
Series Y, 8-5/8%, due 2001 60,000 60,000
Series Z, 7 60%, due 1999 50,000 50,000
6-1 /B% series, due 1997 8,000 8,000
9.1/8% series, due 2001 21,000 21,000
7-3/8% series, due 2003 10,000 10,000
7-1/4% senies, due 2007 30,000 30,000
B-3/4% series, retired in 1993 == 15,000
339,000 408,200
Pollution contral obligotions
5 75%, retired in 1993 — 10,200
4.90% to 5 75%, due serially 1994 to 2003 3,920 4,144
5 95%, due 2007, secured by First Morigoge Bonds 10,000 10,000
Variable rate (3.15% at December 31, 1993), due 2000 to 2010 1,100 11,100
25020 @ 5444
Total IES Utilities inc 483,420 443 644
IES Diversified Inc
Vanable rate credit tacility (3.5625% ot December 31, 1993 32,000 7,000
Other subsidiaries’ debt maturing through 2013 10,510 9,108
525,930 504,752
Unamortized debt premium and [discount}, net 43,‘23) {1,922
522,807 502,830
Less - Amount due within one year 464 45,398
522,343 457 432

$1,112,714 § 955 481

coamponving Notes 1o Consolicieted Financial Stalements ove ar

megral por « of these steements
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December 31

Capitalization and Liobilities 1993 1992
{in thousands|
Capitalization (See Consolidated Statements of Capnoluahon)
Commuon stock $ 360,301 % 279810
Retoined earnings , . 211,750 202,919
Total common equity . 57’,65‘ 48?,7?9
Cumulative preferred stock of [ES Usilities Inc . . 18,320 18,320
longterm debst . v 522,343 457 432

112,714 95648

Current hiabilities:

Shorterm borrowings 24,000 92,000
Capital lease r-hh(;cnr,ns ; N 15,345 13,211
Sin ing tunds and maturities X ! 464 45,398
Accounts payable 53,980 46,667
Accrued interest 9,471 10,415
Accrued taxes 42,368 38,784
Accumulated refueling outage provision . ‘ 2,660 7.549
Dwidends payable 15,519 13,792
Adjustmert clause balances 5,149 -
Provision for rate retund liability 8,670 @020
Other 32,667 22,317
210,293 299,153
Long-term liabilities:
Capital lease obligations e : 36,336 35,294
Liability under National Energy Policy Act of 1992 , 11,984 12,054
Environmental hiabilities e , . 9,340 10,415
Orther , ‘ . _ e 40,562 05944
- 98,222 83,707
Deferred credits:
Accumulated deferred income taxes . , . . 236,131 205,698
Accumuloted deterred investment tax credits )  ekre . 42,459 @ 47348
278,590 253041
Commitments and contingencies (Note 12)

$ l,wo,cw $ 1,594,382
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OF SIGNIFICANT
ACCOUNTING POLICIES:

(a) Basis of Consolidation -

The Consclidated Financial State-
ments include the accounts of IES In-
dustries Inc. (Indusiries) and its
consolidoted subsidiaries (collec
tively the Company) All significant
subsidiaries for which Industries owns
directly or indirectly more than 50%
of the voting stack are included os
consolidated subsidiaries. Industries’
whollyowned subsidiaries are 1ES
Utilities Inc. (Utilities) and 1ES Diversi-
fied Inc (Diversified) Utilities was
formed as the result of the merger of
Industries’ former wholly-owned sub-
sidiaries lowa Electric light and
Power Company (IE) and lowao
Southern Utilities Company (15), ef
fective December 31, 1993, as dis
cussed in Note 2[a).

Investments for which the Com-
pany has of least o 20% interest ore
generally accounted for under the
equity method of accounting. These
investments are stated at acquisifion
cost, increased or decreased for the
Company's equity in undistributed
net income of loss, which is included
in “Interest expense and other - Mis
celloneous, net” in the Consolidated
Statements of Income

All significant intercompany bal
ances and transactions hove been
eliminated from the Consohidoted
Financial Statements, other than

iated transactions
aftecting Utilities. Such
fransactions are made ot prices
which approximate market value
and the associoted costs ore recover
able from Unlities’ customers through
the rate moking - rocess
Certain prior period amounts have
been reclossified on o basis consis
tent with the 1993 presentation

(b) Regulation -

Industries is currently exempt from
regulation under the Public Utility
Holding Company Act of 1935 Utili
ties is subject to regulation by the
lowa Utiliies Board (IUB) and the
Federal Energy Regulatory Commis
sion (FERC).

(c) Regulatory Assets -

Utilities is subject 1o the provisions
of Statement of Financiul Accounting
Standards No. 71 "Accounting for
the Effects of Certain Types of Regu-
lation” (SF£S 71). The regulatory
assels represent probable future rev-
enve to Ulilities associated with cer
tain incurred costs as these costs are
recovered through the rate moking
process. Al December 31, 1993,
regulotory assets wete comprised of
the following items, and were re-
flected in the Consolidated Balance
Sheets as follows:

N

Regulatary
Assets

T i milhons)
Deferred income

faxes (Note 1(d)) ... § BBS
Energy eMiciency

Progroms .............co....... 18.5
3 pension and

benetit costs (Note 7) ... 14.1
Environmentol liabilities

{Note 12§f)) .................. 129
National Energy Policy

Act of 1992 (Note 12(h)) .. 12.5
FERC Order No. 636

transition costs (Mote12{i}} . 50
Cancelled plont costs .. ... 3.3
Regulatory study costs ... 1.5
B e 156 .4
less current amounts ... 64
................................. $150.0

] TR — . e W i e ey S

Reler to the individual footnotes ref
erenced above for o discussion of the
specitic items reflected in regulatory
assets. The amounts reflected for en-
ergy efficiency programs are a result
of an IUB mandate whereby 2% of
electric and 1.5% of gas gross retail
operoting revenuves are fo be ex
pended annually for energy efficiency
programs. Under this mondate, Utilifies
will make its initial filing for recovery of
the costs in 1994

(d) Income Taxes -

The Company lollows the liability
method of accounting for deferred
income taxes, which requires the es
tablishment of deferred 1ox liabilities
and assels, as appropriate, for all
tlempaorary ditterences between the
tax basis of assets and habilifies and
the amounts reported in the financiol
statements. Deferred taxes are re-
corded using currently enacted tox
rotes.

Except os noted below, income tox
expense includes provisions for de-
terred toxes to reflect the tax etfects
of temporary differences between
the time when certain costs are re-
corded in the accounts and when
they are deducted for tax return
purposes. As temporary difterences
reverse, the related accumuloled
deferred income taxes are reversed
to income. Investment tax credits for
Utilities hove been deferred and
ore subsequently credited to income
over the average lives of the related
property.

Consistent with rate moking prac-
tices tor Utilities, deferred tax
expense is not recorded for certain
temporary differences (primarily
related 1o uiility property, plant and
equipment). Accordingly, Utilities
has recorded deferred tax liabilities
and regulatory assets, os discussed
in Note 1{c).

(e) Tempeorary Cash
Investments -

Temporory cash investments are
stated ot cost which approximates
market volue and are considered
cosh equivalents for the Consoli-
dated Statements of Cash Flows.
These investments consist of short
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(ONSDUDATED STATCMENTS OF CASH FLOWS
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Year Ended December 31

1993 1992 1991
lin thousands)
Cash flows from operating activities:
Net income $ /£7,938 $ 48711 $ 44657
justments to reconcile net income to net cash flows
operating activities -
Depreciation ond emartization 77,012 69,392 64,088
Principal payments under copital lease obligations 11,429 11,725 15,471
Deferred 1axes and investment tax credits 9,254 (1,374) (14,547)
Amortization of a ‘erred charges 860 261 7778
Refueling outage provision . (4,889) (5,503} 11,553
Allowance for vquity funds used during construction (824) {1,831) (820)
(Goin) loss on disposition of assets, net (3,001) 143 164
Other 8,176 (4,258) (3,487)
Other changes in assets and liabilities -
Accounts receivoble (8,861) 14,000) (5,920
Sole of utility accounts receivable 10,490 7,710 {5,000)
Production fuel, materials and supplies 5,836 B3 (262)
Accounts p«wubie 7,984 (3,894) 3,697
Accrued faxes 7,549 7111 (24,922)
Provision for rate retunds (350) 7,528 (197)
Adjustment clause bolances 6,366 (4,122 184
Prepayments and other (9.649) (4,654) [2,676)
Deterred energy efficiency costs (9.747) (6,877) (1,905)
Oither 1,687 7 780 4019
Net cash flows hom operating activifies 177,260 124,631 Q1,175
Cash flows from financing activities:
Dividends declared on common stock (59,107) [53,350) [49.114)
Dividends payoble 1,727 13,679 113
Proceeds from issuance of common stock 79,746 10,726 8,052
MNet change in [ES Diversitied Inc. credit facility 25,000 7,000 —
Pmaeed:.?mm issuance of other longderm debt . 121,734 107,400 95,505
Sinking tund requirements and reductions in
longterm debt ond preferred ond preference stock (126,803 (70,158) {33,460)
Net change in shorierm borrowings (68,000 51,100 (9.100)
Principal payments under capital lease obligations (11,276) (12,337 (14,738)
her 46 (248) __192)
Net cash flows from finane ing activifies . (36,933) 53812 (2,834)
Cash flows from investing activities:
Construction and acquisition expenditures
Uility (113,212) (171.013)  [105.009)
Other (50,432) (20,821} {14,812)
MNuclear decommissioning trust funds (5,532) (5,532 (5,505)
Invpstmems in unconsolidated affiliotes {5,.373) (686) —
Proceeds from disposition of assets 28,790 1,106 299
Other 5,556 1,878 {2,617)
Net cash Hows from investing activities (‘40 203) (195, 068) (127 644)
Net increase [decrease) in cash and temporary
cash investments 124 (16,625) (39.303)
Cash and temporary cash investments ot beginning of year 7,341 23,966 63,269
Cash and temporary cash investments at end of year § 7,465 $ 7.34] § 23966
Supplemental cash flow information:
Cash paid during the year for
Interest $ 45,153 $ 42 4B0 $ 4) 284
Income taxes $ 22,179 $ 23,539 $ 55720
Noncash investing and financing activities - ' s
Capital lease obligations incurred S I‘MS % 1973 $ 11874

The accompanying Notes 10 Consohdated Finanoial Staternents are an

ntegral part

ot these stglements
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(c) Acquisition of lowa

Service Territory of

Union Electric Company -

Ftfective December 31, 1992, IE
acquired the lowo disiribution system
and a portion of the lowa transmis
sion faciliies of Union Electric Com
pany [UE) for $65 0 million in cash,
The acquisition was accourted for as
o purchase. The net book value of the
acquire ] assets was approximotely
$34 4 million and the omount of the
purchase price in excess of the book
volue (3306 million) has been re-
corded as an acquistion adjustment
The acquisition adjustment 15 being
amortized over the life of the prop
erty and is included n “Interest ex
pense and other - Miscellaneous, net”
in the Consolidated Statements of In
come. Recovery of the ocquistion ad
justment through rates will be
addressed in future Utilities rate pro
ceedings. See Note 12(b) for a dis.
cussion of the purchase power
contracts between Utilities and UE
associated with this acquisition

(3) RATE MATTERS:
(a) Gas Rate Cases -

Former IE Service Territory
In July 1992, IE applied to the
IUB for an increase in gos rates of
$6_3 million annually, or 5 9%. EHec
tive September 30, 1992, the IUB
outhorized an interim increase of
$5.4 million, subject to refund. On
April 30, 1993, the IUB issved its “Fi-
nol Decision and Order,” which ap
proved stipulations between IE and
certain intervenors providing for an
annual Increase in revenves of $5.5
million. IE did not have any refund
liabilty os o result of the Order

Former IS Service Territory

In July 1992, 15 applied to the 1UB
for an increase in gas rates of $2.3
million annually, or 6 2%. Etfective
Septernber 30,1992, the IUB autho.
rized an interim increase of $1.9
million, subject to refund. In February
1993, the IUB approved stipulations
between IS and certain intervenors
in the proceeding that provided for
on annvol increase in revenues of
$1 6 million As a result of the Order,

IS refunded approximately $0.2 mil
tion, including interes!, in the second
guorter of 1993

(b) 1991 Electric Rate Case -

In October 1991, IE applied 1o the
IUB far an increase in infenm and
final retail electric rates of $18.9 mil
lion annually or 6 0%. The IUB ap-
proved an mterim rate increase of
$15.6 million, onnually, which be.
came etfective in December 1991,
subject fo retund

In July 1992, the 1UB issued its
“Final Decision and Order” approv-
ing on annual electric rate increase
ot $7.9 million. The application of
double icverage ratemaking theory
to IE's cap ‘al structure accounted for
approximaely $4 million of the dif
terence between the interim rate level
and the amount ollowed in the Or
der. After a limited rehearing of the
double leverage issue, the IUB issved
s “Order On Rehearing” in Decem
ber 1992, which oftirmed the origh
nal decision

IE oppeated the IUB's Order to
the lowa District Court (Court). In
December 1993, the Court issued its
decision, which upholds the 1UB's
Order. Utilities did no! oppeal
the Court's decision to the lowa Su-
preme Court

in the second quarter of 1993, IE
refunded opproximately $4. 1 mil
lion, including interest, which repre-
sented a refund down to the level of
revenues that would have resulted
had it won the appeal. An odditional
refund, including interest, of $8 7 mil
lion is required at December 31,
1993, as a result of the Caourt’s deci
sion. The refund is expected to be
completed in the second quarter of
1994 There will be no effect on elec:
tric revenues, net income and earm-
ings per averoge common share
when the additional refund is made
becouse Utilities has been reserving
tor the etfect of the additional refund.

(4) LEASES:

Utilities has a capital lease cover-
ing its 70% undivided interest in
nuclear fue!l purchased for the DAEC
Future purchases of fuel may also be
odded 1o the fuel lease This leose
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provides for annual one year exten-
sions and Utilities intends to exercise
such extensions through the DAEC's
operoting life Interest costs under the
lease are based on commercial po-
per costs incurred by the lessor
Utilities is responsible for the poyment
of taxes, maintenance, operating
cost, risk of loss and insurance relot
ing 1o the leased fuel

The lessor hos an $80 million
credit agreement with a bank sup-
porting the nucleor fuel lease The
agreemant continues on a year o
year basis, unless either paorty
provides ot least a three year notice
of termination; no such notice of ter-
mination hos been provided by ei
ther party

Annua! nucleor fuel lease ex-
penses include the cost of fuel, bosed
on the quantity of heat produced for
the generation of electric energy, plus
the lessor's interest costs related to
fuel in the reactor and administrative
expenses. These expenses (included
in “Fuel for production” in the
Consclidated Statements of Income)
tor 19931991 were $12.4 million,
$12.9 million ond $17.5 million,
respectively.

The Compony's operating lease
rental expenses for 19931991 were
$9.1 million, $7.7 million and $7 .4
million, respectively.

The Company's future minimum
leose poyments by year are as
tollows:

Capital  Operating

Year lease leases
{in thousands)

1994 . ... $16,994 $ 7,901

1995 ......... 11970 7,771

1996 .......... 10,784 6,191

1997 ... 0940 4,348

19908 .. ... 4145 4351

1999-2003 4,111 13,013
57,944 _4:'3,575

less: Amount

representing

interest ... 6,263

Present value

of net minimum

copital lease



ot el

term liquid investiments which have
maturities of less than 90 days from
the date of acquisition

(f) Depreciation of Utility
Property, Plant and

The average rates of depreciation
for electric and gos properties of
Utilities, including Utilities' nuclear
generating station, the Duane Arnold
Energy Center ([DAEC), which is be-
ing depreciated over a 36 year life
using @ remaining lite method, were
os follows:

1993 11992 199
Eloctric 3.3% 35% 3.5%
Gas 3.53% 30% 3.0%

Based on the most recent site spe
cific study, completed in 1992, Uil
ties' 70% share of the estimated cost
to decommission the DAEC and re-
turn the underlying property to its
original state approximated $223
million in 1992 dollars. The stody is
based on the prompt removal and
dismantling decommissioning alter
native and 1s assumed to begin ot the
end of the DAEC's operating license
in 2014 The level of annuval recovery
through rates of decommissioning
costs 15 $5.5 million, which is depos-
ifed in external trust funds, ond is
based on o remaining life recovery
method. The annual recovery level is
reviewed and, if necessary, adjusted
in each rate case. Decommissioning
costs, at the leve! collected through
rates, are included in "Depreciation
and amorttization” expense in the
Consolidated Statements of Income
In addition to the $28.1 million in
vested in the external trust funds as
indicoted in the Consolidated Bal
ance Sheets, Utilities has an internal
decommissioning reserve of $21 7
= llion recorded as accumulated de-

eciation. Earnings on the externol
unds ore recagnized as income and
o cotresponding amount ol interest
expense is recorded for the reinvest
ment of the earnings

(¢) Allowonce for Furds Used
During Construction -

The ollowance for funds used dur

ing construction (AFC), which repre

R i e i

sents the cost during the construction
period of funds used for construction
purposes, is capitalized by Utilities os
a component of the cost of utility
plant. The amount of AFC applicable
to debt funds and to other (equity)
funds, @ nencash item, is computed
it accordance with the prescribed
FERC formula. The aggregate gross
rates used by Utilities for 1993
1991 were 5.7%, 9.2% ond B.5%,
respectively.

(h) Qil and Gas Properties -

Whiting Petroleum Company
{(Whiting), a wholly-owned subsid
iary of Diversitied, uses the full cost
method of accounting for #ts oil and
gas properties. Accordingly, all costs
of acquisition, exploration and devel
opment of properties are capitalized.
Amortizaton of proved oil and gas
properties is calculated using the
units of production method. At De-
cember 31, 1993, capitalized costs
less related accumulated amortiza-
tion do not exceed the sum of (1) the
present value of future net revenuve
from estimated production of proved
oil and gas reserves (calculoted us
ing current prices); plus {2} the cost
of properties not being amortized, if
any; plus (3) the lower of cost or
estimated farr valve of unproved
properties included in the costs be-
ing omortized, if any; less (4)
income tax effects reloted to differ-
ences in the book and tax basis of oil
and gas properties.

(i) Operating Revenues -

The Company accrues revenues
for services rendered but unbilled at
month-end in order to more properly
match revenues with expenses.

(i) Adjustment Clauses -
Utilities” tariffs provide for subse
quent adjustments to its electric ond
natural %os rates for changes in the
cost of tuel and purchased energy
and in the cost of notural gas pur-
chased for resale. Changes in the
under/over collection of these costs
are reflected ) "Fuel for production”
and “Gas purchased for resale” in
the Consolidated Statements of In-
come. The cumulative effects are re-
flected in the Consoliduted Balance

2]

Sheets as a current osset or current
liability, pending automatic reflection
in future billings 1o customers

(k) Accumulated Refueling
Ovutage Provision -

The IUB allows Utilities to collect,
as part of its base revenues, funds to
offset other operating ond mainte-
nance expenditures incurred during
refueling outages at the DAEC. As
these revenuves are collected, an
equivalent omount is charged to
other operating and maintenance ex-
penses with a corresponding credit
to @ reserve During o retueling out-
age, the reserve is reversed 1o offset
the refueling outage expenditures

(2) MERGERS AND
ACQUISITIONS:

(a) Merger of IE and IS -

On June 4, 1993, Industries an-
nounced thot its wholly-owned utiiiiy
subsidiaries, IE and 1S, filed applico-
tions for regulatory authority to
merge. The merger became effective
December 31, 1993, following re-
ceipt of all necessary Boards of
Directors, shareholder ond regulo-
tory approvals

IE 15 the surviving corporation and
has been renamed IES Utilities
Inc. The seporate existence of IS has
ceased. Utilities serves a total
of 325,000 electric and 170,000
natural gos retail customers as well
as 32 resale customers in more
than 550 lowa communities.

The merger was accounted for un-
der o method of accounting similor to
pooling of interests, which combined
the ownership interests of IE and 1S
The assets and liabilities of IE and 1S
were combined ot their recorded
amounts as of the merger date.

(b) with Whiting -

Effective February 18, 1992, Whit
ing merged with a subsidiary of
Industrias. The merger, which was ac-
counted for as a pooling of interests,
was not material to the Consolidated
Finoncial Statemerits and, accordingly,
prior pericd Consolidated Financial
Statements have not been restated ond
are presented as if the merger had oc-
cusred on January 1, 1992



(5) UTILITY ACCOUNTS
RECEIVABLE:

Customer accounts receivable, in
cluding unbilled revenues, arise pr
marily from the sale of electricity and
natural gos. Al December 31, 1993,
Utiliies was serving a diversified
base of residential, commercial and
industrial customers consisting of ap-
proximately 325000 electric and
170,000 gas customers

Utilities has entered into two
ogreements, one with limited re
course, to sell undivided fractional
interests of an aggregate of $65 mil
lion in its pool of utility accounts re
cewvable Al December 31, 1993,
$53 7 million was sold under the
agreements. The agreements expite

The overall effective income tax rates shown below were computed by divid-
ing total income tax expense by income before income taxes

Year Ended December 31
1993 1992 1991

Statutory Federal income tax rate  35.0% 5407 340%

Add (deduct)

Amorfization of investment tax credits ... (2.6)
State income taxes, net of Federal benefits . 5.8
Property related temporary differences

tor which deterred taxes are not

provided under rate making principles ... 1.5 04 2.3
Reversal through tariffs of deterred taxes

provided ot rates in excess of the current

statutory Federal income tax rate .............. (1.7 2.4 }3.9
Adjustment of prior period taxes .............. (2.3 1.6 1.7
Other items, net ........................ (0.1) 06 (03

Overall effective income tox rate

(39) (4.3)
58 66

35.3% 329% 327%

in June and December 1994
Utilities intends 1o consolidate the
agreements into one new agreement
in 1994

(6) INCOME TAXES:

The components of Federal
and state income taxes for the
ears ended December 31, were as
ollows

1993 1992 199
{m mitherns)

Current tax sa78 § ¢
expense ... $27.8 $252 $363
Deferred tax
expense ... 141 14 (117
Amortization
& adjustment
of investment

tax credits (4.9) (28] (29

$37.0 §238 §217

The accumulated deferred income
taxes as se! lorth below and in
the Consolidated Balance Sheets
arise from the following temporary
ditferences:

December 31
1993 1992

lies millions!

Property related .~ $280 $262
Investment tax

credit reloted ... (30) (32)
Decommissioni

olted . (12) (11

(7) BENEFIT PLANS:

The Company has one contribu-
tory and two non-contributory retire
ment plans which, collectively, cover
substantially all of its employees. Plan
benelits are generally based on
years ol service and compensation
during the employees’ latter years of
employment. Payments made from
the pension tunds to retired employ
ees and beneficianes during 1993
totaled $10.5 million. In addifion 1o
these payments, the Company put
chased annuities totaling $6.3 mil
lion for all previous employees who
had retired as of Janvary 1993, un-
der one of the plans. The cost of the
annuities and the reduction in the pro-

jected benefit obligation were sub
stantially equivalent

The Company's policy is to fund
the pension cost at an amount which
is ot least equal to the minimum fund
ing requirements mandated by the
Employee Relirement Income Secu
rity Act (ERISA) and which does not
exceed the maximum tax deductible
amount for the year.

Pursuant to the provisions of SFAS
71, certain adjustments to Utilities'
pension provision are necessary 1o
reflect the accounting for pension
costs allowed in its most recent rate
cases

The components of the pension
provision are as follows:

Year Ended December 31
1993 1992 1991

Service cost.. ...
Interest cost on projected benefit

RPN - .o e et vt 2 vmie v
Assumed return on plans’ assets ...
Amortization of unrecognized gain ..

Amortization of prior service cos!

Amortization of unrecognized plans’
assets as of Janvary 1, 1987 ...

Pension cost ... .................. R
Adjustment to funding level .. .. ..

Total pension costs paid o
the ﬁe
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T S P P
Actual return on plans’ assets ...

[m li\ou&und&]

... $ 4342 § 4529 § 4,587

11,314 10219 9,090

(12,363) (11,872) (10,163

(76 (135 20
1,213 956 85

389) (389) (387

- 3,350 3308 3,89
-_(2940) 294 (237)

$ 410 § 3602 § 3,653

$12,880 § 5949 $37636



A reconciliotion of the tunded siatus of the plans 1o the amounts recognized in the Consolidoted Balance Sheets is

presented below:
December 31
. 1993 1992
{in thousands)
Fa'r market volue of plans” assets ... $176935 § 180,388
Actuorial present value of benefits rendered to date -
Accumulated benefits based on
compensation 1o date, including
vested benefits of $102,621,000 and
$92,787,000, respectively ... ... 112,561 101,929
Addifional benefits based on estimated
future salary levels ... ... peb it B w | b nil ol s i 43,673 31897
Projected benefit obligation ... ey 4 2 1 A= G et K LT 156,234 133826
Plans’ assets in excess of projected
benefit obligation ... 20,701 46,562
Remaining untecognized net asset existing
at January 1, 1987, being amortized
OVEI 20 YOOI i ihs s iniiens s pmbyansaidin ean s e svsssnbanisnst dubbminnaastaneaes (4,177) (5,331)
Unrecognized prior SEIVICE COS! ... .. ..ot oie it e s en s 16,985 15,197
Unrecognized net gain ..o i A [ | - (29,278) (53,513
Prepaid pension cost recognized in the
Consolidated Balance Sheets ... rE il N $ 4231 § 2915
Assumed rate of return, all plans ... O R - P, 2 P b lm 8.00%
Weighted average discount rate of
..................................................... 7.50% 8.25%

projected benefit o (:?cmon, all plans
increase in future
compensation levels for the plans

Range of assumed rates

The decrease in the discount rate
used 1o compute the projected ben-
efit obligation, from 8.25% at De
cember 31, 1992 to 7 50% at
December 31, 1993, accounted for o
significant portion of the reduction in
the unrecognized net gain between
periods and, similariy, contributed to
the increase in the projected benefit
obligation at December 31, 1993

The Company provides certain
benefits 1o retirees (primarily health
care benefits). Through 1992, the
Company expensed such costs os
benetits were paid, which was con-
sistent with rate making proctices
Such costs totaled $2 2 million for
1992 and $2.0 million for 1991

Eftective January 1, 1993, the
Company adopted SFAS 106, which
requires the accrual of the expected

cost of postretirement benefits other
than pensions during the employees’
years of service The IUB has
adopted rules stating that post
retirement benefits other thar pen-
sions will be included in Utilities' rates
pursuant to the provisions of SFAS
106. The rules permit Utilities to am-
ortize the transition obligation as of
Janvary 1, 1993 over 20 years ond
require that all amounts collected are
to be funded into an external trust to
pay benefits as they become due.
Beginning in 1993, the gas portion of
these costs is being recovered in Utili-
fies’ gas rates, and is funded in exter.
nol trust funds; recovery ot the
electric portion will - dressed in
future electric proceedings The IUB
has adopted a rule that permits o
deferral of the incremental electric

4.00-5.75% 4.00575%

SFAS 106 costs until the earlier of. 1)
on order in an electric rate case, of
2) December 31, 1995 Ac-
cordingly, pursuant to the provisions
of SFAS 71, Utilities had deferred
$2 9 million of such costs ot Decem-
ber 31, 1993, and it expects to file
electric rate cases seeking recovery
ol the deferred costs before Decem-
ber 31, 1995.

The transition obligation for the
non-regulated operations was ex-
pensed in 1993 ond is reflected in
other operating expenses.



The components of postretirement benefit costs for the year ended December 31, 1993, are as follows:

1993

{in thousonds)
Service cost .. . $ 1,744
Interest cost on occumuloted postrehrement beneht obl:gohon ..................................... . 3,363
Amortization of transition obligation existing at January 1, 1993, for regulon operations ... 2,024
Write-off of transition obligation existing at January 1, 1993, for nonregulated operations . .. 1,434
Postretirement benefit costs ... .. ... = Ak = 8,565
less: Deferred postretirement benafit costs ..., 2,858
Net postretirement benefit Costs ... s $ 5707

A reconciliation of ihe funded status of the plans to the amounts recognized in the Consolidated Balance Sheets is
presented below

December 31, Jonvory |,
1993 1993
{in Miousands)
Fair market value of plans’ assets . £ PR PO WL Rt~ W17 v 0 o ai
Accumulated postretirement benefit obhgohon - TR I

Active employees not yet eligible ... 19,092 19,007

Active employees eligible ... 4,294 3,801

e I s R R L e 20,739 19,114
Total accumulated posfreturemem

ORI DRIHGIOMIN ... .. ooeiocts s gmnso s sandssus bon s dirss coiain b o oot e e iy 44,125 41,922
Accumulated postretirement benefit obhgahon

in excess of plans’ assets ... . Ayt o RO FE, Wt R (42,954) (41922
Unrecognized fransition obligation ... 38,463 41,922
Unrecognized Net gain ...............ocoooiiiiiiiiiie s (1,175)

Accrued postretirement benefit cost in the .

Consolidated Balance Sheets ... $ (5666) § -
Assumed rate of return ... A R M T 8.0% s
Weighted average discount rate of o

accumulated postretirement benefit obligation ... 7.5% 8.25%
Medical trend on paid charges:

Initial trend rate ... 12.0% 13.0%

Ultimate rend rate ... ........... 6.5% E:Q%

The assumed medical trend rates
are critical assumplions in determin-
ing the service cost and accumulated

stretirement benefit obligation re-
f::;ed to postretirement benefit costs
A 1% change in the medical wrend
rates, holding all other assumptions
constant, would have changed the
1993 service cost by $1.1 million
(22%) and the occumulated

postretirement benefit obligation
at December 31, 1993 by $6.9
million (16%)

The Company will adopt the provi-
sions of SFAS 112 "Employers’ Ac
counting tor Pustemployment
Benelits” as of Janvary 1, 1994 ond
its adoption will not have o material
ettect on the Company's financial po-
sition or results of operations. This
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statement requires that benefits of.
tered to former or inactive employees
atter terminct'an of employment, but
before retirement, be accrued over
the service lives of the employees if
all of the following conditions are
met. 1] the obligafion relates to ser-
vices already performed, 2) the em:
ployees’ rights vest, 3] the payments
are probable, ond 4) the amounts



10) DEBT:

a) Long-Term Debt -

8) COMMON STOCK

Q) PREFERRED
AND PREFERENCE STOCK:




with o one-yeor extension availoble
to Diversified. Interest rates and
maturities are set ot the time of bor-
rowing. The interest rate options are
based upon quoted market rates and
the maturities are less than one year
Diversified intends to continue bor
rowing under the renewal options of
the facility and, accordingly, this debt
is clossified os longterm in the Con
solidated Bolance Sheets

Utilities' Indentures and Deeds of
Trust securing its First Morigage
Bonds constitute direct first morigage
liens upon substantially oll tangible
public utility property. Utilities’ Inden-
ture and Deed of Trust securing its
Collateral Trust Bonds constitutes o
second lien on substantially oll tan
gible public ufility property while
First Mortgage Bonds remain out
standing

Total sinking fund requirements, which Utilities intends 1o meet by pledging
additional property under the terms of Utilities’ Indentures and Deeds of Trust,
and debt maturities for 1994.1998 are as follows

Debt Maturities

lin thousands)

Debt lssue 1994 1995 1996 1997 1998
Utilifies -
Sinking Fund
Requirements ... $§ 780% 780 % 630% 550 § 550
Pollution Control ... 224 140 140 140 140
Series W 50,000 . . -
Series X 50,000
Series | 15,000 .
6-1/8% Series - 8,000
Diversified -
Variable Rate
Credit Facility ... 32,000
Other Subsidiaries’

Debt ... 240 8,246 52 7 62
Totol ... ... $332448109,166 $5822 §8747 § 752
The Company intends to refinance the majority of the debt maturities with
longterm debt
(b) Short-Term Debt - million. Rates are set of the time of

At December 31, 1993, the Com-
pany had bank lines of credit aggre-
ating $77.7 million (Industries

1.5 million, Wtilities - $67.7 million,
Diversified - $7 5 million ana Whit
ing - $1.0 million). Utilities was using
$19 0 million to support commercial
paper and $7 7 million to support
certain pollution control obligations.
Commitment fees are paid to mauin.
tain these lines and there are no con-
ditions which restrict the unused lines
of cradit. In addition to the above,
Utiliies has an uncommitted credit
facility with a financial institution
whereby it can borrow up to $50

borrowing ond no fees
are poid to maintain this facility. At
December 31, 1993, $50 million
was borrowed ot 3.4% under this
facility. Utilities also has o letter of
credit in the amount of $3.4 million
supporting twe of its variable rate
pollution control obligations

(11) ESTIMATED FAIR
VALUE OF FINANCIAL
INSTRUMENTS:

The estimated fair values of finan.
cial instruments ot December 31,
1993, and the basis upon which they
were estimated are as follows:
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(a) Current assets and
current liabilities -

The carrying amount opproximates

fair value becouse of the short matu-

rity of such financial instruments.

(b) Nuclear decommissioning
trust funds -

The estimated fair value of these trust

funds, as reported by the trustee

based upon current market volues, is

$29.5 million

(¢) Cumulative red
stock of ies -

The estimated fair value of this stock

of $12.8 million is based upon

quoted market prices

(d) Long-term debt -

The carrying amount of longterm
debt was $523 million compared to
estimated foir volue of $550 million
The estimated fair valve of long
term debt is based upon quoted mar-
ket prices

Since Utilities is subject to regulation,
any gains or losses related to the
ditference between the corrying
amount and the fair value of finan-
cial instruments may not be realized
by the Company's shareholders

S:
(@) Construction Program -

The Company's construction and
acquisition progrom anficipales ex-
penditures of approximately $203
million for 1994, which includes $150
million at Utilities and $53 million at
Diversified. Substontial commitments
have been made in connection with
such expenditures

(b) Purchase Power
Contracts -

Utilities has o purchase power con-
tract with Terra Comfort Company
(Terra Comfort), o wholly-owned sub-
sidiary of Diversified, for annual co-
pacity purchases of 114 Mw that
expires on Necember 31, 1994

In connection with the acquisition
of the UE properties discussed in
Note 2(c], Utilities is purchasing
power from UE under a five-year firm
capacity contract with a 1994

(12) COMMITMENTS AND
CONTINGENCIE



requirement of 120 Mw of delivered
capocity declining to 60 Mw in
1997 Utilities will also purchase an
additional maximum interruptible co-
pacity of up to 54 Mw of 25 Hz
power. This 25 Hz power purchose
will extend through 1998 ond will
continue thereafter unless either
poarty gives o threeyear nofice of
cancellation

The costs of copacity purchases
for these contrects are reflected in
"Purchased power” ond Terra
Comfort’s revenue related to its
contract is included in “Other rev-
enyes” in the Consolidated Siate-
ments of Income

Total capacity charges under all
existing contracts will approximate
$21 .0 million, $14.7 million,
$11.4 million, $8 7 million and
$0 3 million for the years 1994
1998, respectively

{¢) Coal Contract

Commitments -

Utilities has entered into coal sup-
ply contracts which expire between
1994 and 2001 for its fossitfueled
generating stations. At December 31,
1993, the contracts cover approxi
mately $147 million of coal over the
lite of the contracts, which includes
$34 million expected to be incurred
in 1994, Utilines expects to supple-
ment these coal contracts with spot
market purchases to fulfill its future
fossil fuel needs

(d) information Technology
Services -

In 1992, the Company entered
into an agreement with Electronic
Data Systems Corporation [(EDS) for
information technology services. The
term of the contract is twelve years
and the controct is subject to declin-
ing termination fees. The Company's
onficipated expenditures under the
agreement for 1994 are
estimated to be approximately $9.4
million. Future costs under the agree-
ment are variable ond ore depen:
dent upon the Company’s level of
usage of technological services from
EDS. as well as inflation

(e) Nuclear Insurance

The Price-Anderson Amendments
Actof 1988 (1988 Act) provides Utili-
ties with the benefit of $9.4 billion of
public liability coverage consisting of
$200 million of insurance and
$9.2 billion of potential retroactive
assessments from the owners of
nuclear power plants, Under the
1988 Act, Utilities could be assessed
a maximum of $79 million per
nuclear incident, with @ maximum of
$10 million per year (of which Utili-
ties' 70% ownership porfion would
be $55 millicn and $7 million, re-
spectively) if losses relating to the in-
cidents exceeded $200 million.
These limits are subject fo adjustments
for inflation in future years.

Pursuant to provisions in various
nuclear insurance policies, Utilities
could be ossessed retroactive premi-
ums in connection with future acci
dents at a nuclear facility owned by
a utility participating in the particulor
insurance plon. With respect to ex-
cess property domage and replace-
ment power coverages, Utilities could
be assessed annually a maximum of
$8.5 million and $1 million, respec-
tively, if the insurer's losses relating to
occidents exceeded its reserves.
While assessments may also be
made for losses in certain prior years,
Utilities is not aware of any losses in
such years that it believes are likely
to result in an assessment.

(f) Environmental Liabilities -

At December 31, 1993, the
Company’s Consolidated Balance
Sheet reflects $13.5 million {includ
ing $4.2 million as current) of envi-
ronmental liobilities, which, pursuant
to generally accepted occounting
principles, represents the minimum
omount of the estimated range of
such costs that the Company expects
to incur. The minimum amount of the
range is used because no
amount within the range repre-
sents o better estimote These est
mates ore subject to continving
rEVIeW,
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Utilities has been named os o Po-
tenfially Responsible Party (PRP) for
certain former manufactured geas
plant (FMGP) sites by either the lowa
Department of Natural Resources
(IDNR) or the Environmental
Protection Agency (EPA). Utilities is
working with the IDNR and EPA 1o
investigate its 27 sites and to deter-
mine the cppropriate remediation
activities that moy be needed to miti-
gote health and environmental con-
cerns. Such investigaotions are
expected to be completed by 1999
and site-specific remediations are an-
ticipated to be completed within
three years after the completion of
the investigations of each site. Usili
ties moy be required to monitor these
stes for o number of years upon
completion of remediation.

Utilities is investigating the possibil-
ity of insurance and third party cost
sharing for FMGP clean-up costs, The
amount of shared costs, if any, can
not be reasonably determined and,
accordingly, no potential sharing has
been recorded. Regulatory assets of
$12 9 million hove been recorded in
the Consolidated Balance Sheets,
which reflects the future recovery that
is being provided through Utilities’
rates (See Note 1{c)). Considering
the recorded reserves for environ-
mental liabilities and the past rate
treatment ollowed by the iUB, man-
agement believes that the clean-up
costs incurred by Utilities for these
FMGP sites will not hove o material
adverse effect on its finonciol posi-
tion or results of operations,

(g) Clean Air Act -

The Clean Air Act Amendments
Act of 1990 (Act) requires emission
reductions of sulfur dioxide and nitro-
gen oxides to achieve reductions of
atmospheric chemicals believed to
cause acid rain. The provisions of the
Act will be implemented in two
phases with Phase | affecting two of
Utilities” units beginning in 1995 ond
Phase Il atfecting all units beginring
in the year 2000.



Utilities expects to meet the require
ments of the Act by switching to lower
sulfur fuels and through capital ex-
penditures primariiy related to fuel
burning equipment and boiler modifi
cations. Utilities estimates copital ex-
penditures of opproximately $28
million, including $4 million in 1994,
in order to meet these requirements
of the Act

(h) National Energy
Policy Act of 1992 -

The National Energy Policy Act of
1992 requires owners ol nuclear
power plants 1o pay a special assess:
men! into @ “Uranium Enrichment De-
contamination and Decommissioning
Fund “ The assessment is based upon
prior nuclear fuel purchases and, for
the DAEC, averages $ 1.3 million an-
nually through 2007, of which Utili
ties' 70% share is $0.9 million
Utilities is recovering the costs associ
ated with this assessment through its
electric fuel adjustment clauses over
the period the costs are assessed.
Utilities’ 70% share of the future
ossessment, §$12.7 million payable
through 2007, has been recorded
as a liability in the Consolidoted
Balance Sheets, including $0.7 mil-
lion included in “Current liabilities -
other,” with o related regulatory as-
set for the unrecovered amount (See
Note 1(c})

(i) FERC Order No. 636 -

The FERC issued Order No. 636
(Order 636) in \992. Order 636, as
modified on reheai'ng, (1) requires
Utilifies" pipeline suppliers to un
bundle their services so that gas sup-
plies are obtoined seporately from
transportation service, and transpor-
tation and storage services are oper-
ated and billed os separate and
distinct services, (2] requires the pipe-
line suppliers to offer “no nofice”
transporfation service under which
fiem transporters (such as Utilities)
can receive delivery of gas up to
their contractual capocity level on
any day without prior scheduling,

(3) allows pipelines to abandon long-
term {one year or more) transporto-
tion service to 0 customer whenever
the customer fails to match the high-
est rate and longest term (up to 20
years) offered to the pipeline by
other customers for the particular co-
pacity, and (4] provides for a mecha-
nism under which pipelines can
recover prudentiy incurred tronsition
costs associated with the restructur:
ing process. Utilities may benefit from
enhanced occess to competitively
priced gas supply and more flexible
transportation services as o result of
Order 636 However, Utilities will be
required to pay certain transition
costs passed on from its pipeline sup-
pliers as they implement Order 636

Utilies' three pipeline suppliers
have filed new tariftfs with the FERC
implementing Order 636 and the

pipelines have also made filings with
the FERC to begin collecting their re-
spective transition costs. Utilities be-
gan paying the transition costs in
November 1993, and has recorded
o liability of $5.0 million for such
transition costs thal have been in-
curred by the pipelines to dote, in-
cluding $1.7 million expected to be
billed in 1994. While the magnitude
of the total transition costs to be
charged to Utilities cannot yet be de-
termined, Utilities believes any transi-
tion costs the FERC would allow the
pipelines to collect would be recov-
ered from its customers, based upon
past regulatory treatment of
similor costs by the IUB. Accordingly,
regulatory assets, in amounts corre-
sponding to the liabilities, have been
recorded to reflect the anticipated
recovery.

(13) JOINTLY-OWNED ELECTRIC UTILITY PLANT:

Under joint ownership agreements with other lowa utilities, Utilities has undi-
vided ownership interests in jointly-owned electric generating stations and re-
lated transmission facilities. Each of the respective owners is responsible for the
tinancing of its portion of he constriction costs. Kilowatthour generation and
operating expenses are divided on the some basis as ownership
with each owner reflecting its respective costs in its Statements of Income.
Information relative to Utilities' ownership interest in these facilities ot

December 31, 1993 is as follows:

Ottumwa Neal
DAEC Unit 1 Unit 3

Utility plant in service ......................
Accumulated depreciation ................
Construction work in progress ..........
Plant capacity - Mw ...
Percent ownership ... ..
Inservice date ...
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{$ in milhons)
$484 $179 § 43

$221  $ 69 0§ 22
$ 7 § - 0§ -
530 708 515
_70%  4B%  28%




(14) SEGMENTS OF
BUSINESS:
The principal business segments of
Industries are the generation, trans

tric energy by Utilities and the pur-
chose, distribution and sole of notu-
ral gas by Utilities and Industrial En-

owned subsidiary of Diversified. Cer-
tain financial information relating to
Industries” significont segments of

mission. distribution and sale of elec- ergy Applications, Inc, a wholly- business is presented below:
Year Ended December 31
1993 1992 1991
[in thour ands)
Operating results:
Revenves -
Electric . $ 550,521 $ 462999 $§ 482,578
Gas .. 181,923 167,082 146,237
Operonng income -
Blectric ..ot e 128,994 20,891 100,402
Gas......... 13,673 Q,164 65*
Other information:
Depreciation and amortization -
A St o, 63,832 59,707 57,612
Gas o - 5,186 4,024 3,480
Construction ond Ocqutsmon expend!tures :
e o PO 84,720 154,902 77,646
Gas 12,582 17,323 21,100
Assets -
Identifiable assets -
Electric ... ... 1,288,505 1,226,614 1,115,310
Gas .. 168,800 147,395 113,670
1,457 305 1,374, 009 1,228, 980
Other corporate assets ..............coooveviiiiieeiinnnin 242,514 _220 373 _2_]_9_2]_2
Total consolidated assets ... ... 51,699 819 $ 7594 382 $ 1 448 492

*Includes o $3 ¢ million pretax

‘-vmw;f‘ r)f prev
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1993 1992 191 1990 1989 1988
Income statement data (000%s):
Operaling revenue $801,266 34678295 §$661538 $624214 §599838 $ 606,320
Operating income 151,269 109,024 103,357 98,043 106,592 101,555
Net income . 67,938 48,711 44,657 B0, 330" 53,565 52,563
Commeon stock data (per share except percentages):
Earnings $ 245 $192 $1.85 $3.37 $227 $226
Dividends declored 2.10 2.10 2.03 |1 82 1.77 1.74
Return on average
commaon equity 12.4% 10.3% Q.7% 18.4% 13.2% 13.6%
Market price ot yearend $31.25 $29.50 $27.25 $27 75 $27 63 $22.63
Book volue at yearend 20.21 18.89 19.07 19.15 17.52 1695
Rato of morkei price 10
book value at y - arend 155% 156% 143% 145% 158% 134%
Copitalization:
Commun 6Q\Jl"y 5‘0/° 48"" 50':"14 53(:49 49(0 48‘3"_‘
Preferred and preterence stock 2 2 3 3 4 4
Longterm debt a7 50 47 44 47 48
100% 100% 100% 100% 100% 100%
Other selected financial data:
Total assets {000's) $1,699,819 $1, 594 382 $1,448.492 31,400,802 $1,342.615 $1,279.212
Nontility assets (000's) 152,841 155,144 145,283 141,739 127 684 90 480
Construction
expenditures [000's) 163,644 191 .8B34** 119.821 103,154 87,381 81,810
Times interest earned
before income taxes 3.38 2.63 269 4.45 3.10 313
Selected financial data for IES Utilities Inc.:
Utility plant in service (000's) $1,931,079 $1.852,733 $1,680,108 $1,587 886 $1,475550 $1,416,337
Accumulated
Depreciation {000's) 813,312 /59 754 691.015 639211 579160 534,131
Construction
expenditures (000's) 113,212 171.013** 105,009 25,075 79919 72,923
Times interest earned
before income taxes ... 3.64 2.67 293 3.04 336 320
Electric Kwh sales (excluding
oﬂ-system) (000's) 8,905,522 7.132.67) 7244209 6880136 6671474 6759725
Gas Dth sales [including
transported volumes) (000's) 39,006 37,035 37,129 36,486 40,050 39,374
* Includes o prestox gan Gf $66 milllen on sole of Talecom & USA snrk
** includes $&1 milhon for the ocquision of the lowe servioe termitory fram Union Fleetric Comgany

31




TIRRRE S -

CLECTRIC OPLRATING (OMpARISON

1
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compbupd |
1993 1992 1991 1990 1989 1988  guowh(l}
Operating revenue (000's):
Residential and Rural s 206,561 § 177625 $189,194 § 185302 §$ 175899 $ 180,520
Commerciol 145,898 124829 124320 114908 112,662 110,587
Industrial 137,595 103,886 100,733 %7788 94,222 97,723
Street fighting and public authorities - 6,098 5410 6,332 6478 6,282 6,378
Totol from jﬁmcie consumers 496,152 411,750 420,579 409 47¢ 389, 065 - 395, 208
Sales for resale 20,254 18,602 19,745 19,582 18,214 17,104
Off-system 29,400 28,304 36,596 31,144 2?, 281 30,332
Other 4,715 = 4343 5658 3047 2,773 3,015
s sso 521 § 402 coo ] 482 578 $ 463 249 5435 433 §_gj_<_>§g
Energy sales (000's Kwh):
Resi c!mmol and Rural 2,528,220 2158768 2367979 2254913 2,222,152 2,269,001 22%
Commercial 2,078,635 1,771,357 1,764,495 1,686,132 1,626,046 1,579,086 57
Industrial 3,674,217 2,612,803 2,467,533 2,312,109 2,236,388 2,359,596 9.3
Street lighting and publoc authorifies - 63,174 60,991 87022 88305 86635 88870 (6.6)
Total to ultimate consumers 8,344,246 ¢ 603919 6.687.029 6.341,459 6.171,22) 6, 296 553 58
Sales for resale 561,276 528752 557180 5384677 500,253 463,172 39
Sales of electricity 1o customers 3,905,522 7132 671 7 244209 6,880,136 6,671,474 6,759725 57
Off-system 2068015 2275616 2,738,159 2,282,204 1,959,828 2, 075 037 (0.1)
10,973 537 9 408 287 X 982, 368 9 162 340 8 631, 302 88 834 762 4.4%
Sources of electric energy (000's Kwh):
Generation
Fossil, primarily coal 5356930 4317154 4,758,720 4,354,697 4,063,974 4,403,738
Nuclear (2) 2,264,507 2,402,501 2,902,768 2,108,100 2,228,068 2,214,243
Hydro 7,200 7579 6547 4,195 1,902 3,300
7,62'/63‘ 6, 7'27 234 7,668,035 6,466,992 6,293,944 6,621,281
Purchases 3,949,296 3,322,182 2994216 3,282886 2891808 2810225
11,577,934 10,049'41610,662.251 9,749,878 9,185,752 9,431,506
Net capability at time of peak load (Kw)-
Generating capability 1,733,700 1,718,600 1,719,150 1,684,700 1,633,000 1,632,500
Purchase ca ﬁohty m,m 207,000 227,000 179,000 170,000 20,000
Capacity credits (3) - - = 18960 20,650 e
| “l 700 1 925 600 19 946 150 1 882 660 1 823 650 1,722,500 28%
Net peak load (Kw] (4) I]!g,{.p lf?i:ljl L(?Oz'égé ] 547 826 1 486 243 1,543.864 2.1%
Number of customers
at year-end 327,265 325172 305,663 304,265 302432 300,701 1.7%
Revenue per Kwh (exdu&ng
off-system) in cents 5.85 6.09 6.16 6.28 6.15 6.4
1‘) The hveyeor cc "v?()u' dﬁowﬂ rates include the effect of the acquisition of the lowa service tertitary from Union Eleciric Compony on December 31,1992
Represents IES Unlites” 70%. undive k-u nterest in the Duane Arnold Energy Center which is operated by [ES Utilities
j‘ Represents capacity credits from municipols served by IES Utilines
) 60 minutes integrated
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GAS OPCRATING COMPARISON

Five ywar
compound
1993 1992 1991 1990 1989 1988 of growth
Operating revenue (000's):
Residential $ 90462 §$ 78685 § 74114 $ 66513 $ 68751 $ 71,484
Commercial 45,528 39780 37,613 35,378 38,035 38,918
Industrial 15,593 18649 17383 21,500 25172 24,693
151,583 137,114 129,110 123,391 131,958 135,095
Ofher 2735 2341 1908 1884 1923 1514
154,318 139455 131,018 125275 133,881 130,609
Brokerage 27605 27627 15219 6808 1049 82
$181,923 §167082 $146,237 §132,083 §134,930 $137,435
sales (000's dekatherms):
Residentiol 16,971 15,098 15,571 14315 15878 15,573 1.7%
Commercigl 10,133 B 479 2,389 8798 9,854 9523 1.2
Industrial 4618 6,175 5980 6,640 7,409 7,780 (9.9)
31,722 29752 30940 29753 33,141 32,876 (0.7)
Industrial - fransponed
volumes 7,284 7,283 6,189 6,733 6,909 6,498 23
Total volumes delivered ‘ ' mk s C el arraaet s
by Utilities : 39,006 37,035 37,129 36,486 40,050 39,374 (0.2)
Brokerage 12,493 14,830 7 666 4,465 624 491 910

51,499 51865 44705 40951 40674 39865 5.3%

ing Statistics for IES Utilities Inc.:
Cost per dekatherm of gas
purchased for resale , $3.49 $3.36 $3.10 $3.23 $2.95 $3 .42
Sendout capability ot time
ol peak demand

(dekatherms in 000's) 274,570 273270 266563 267443 271,140 300,231 (1.8)%
Peak daily sendout

(dekatherms in 000's) . 268,419 254989 266,344 272,089 311,600 286,196 (1.3)%
Number of customers

at year-end : 170,719 167813 164078 161,794 160792 159931 1.3%
Revenue dekatherm sold for IES Utilities Inc.

(ex tran

volumes) $4.78 $4.61 $4.17 $4.15 $3 98 $4.11
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